Local Government Mandate Statement
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2018 Regular Session

Part I: Measure Information
Bill Request #: 432

Bill #:  HB 75 HCS

Document ID #: 2352

Bill Subject/Title: AN ACT relating to investments made by local governmnets.

Sponsor: Representative Steve R. Riggs

Unit of Government: X City X County _X_ Urban-County
Unified Local
X Charter County X Consolidated Local X Government

Office(s) Impacted:

Requirement: X  Mandatory Optional
Effect on
Powers & Duties: X  Modifies Existing X Adds New Eliminates Existing

Part 11: Bill Provisions and the Estimated Fiscal Impact Relating to Local
Government

KRS 66.480 currently states, in part, that the governing body of a city, county, urban-
county, charter county, school district, or other local governmental unit or political
subdivision, may invest and reinvest money subject to its control and jurisdiction in
(among other things) uncollateralized certificates of deposit issued by any bank or
savings and loan institution, banker’s acceptances, and securities issued by a state or local
government, or any instrumentality thereof, only if they are rated in one of the three
highest categories by a nationally recognized rating agency. KRS 66.480 also allows for
the investment in commercial paper if the paper is rated in the highest category by a
nationally recognized rating agency.

HB 75 HCS replaces the term “nationally recognized” with “competent” in the above
requirements, and then defines a competent rating agency as being one certified by a
national entity that engages in such a process, and where that process includes, but is not
limited to, the following requirements:

e The agency must register and provide an annual updated filing.
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Record retention requirements.

Financial reporting requirements.

Policies regarding the misuse of material nonpublic information.

Policies regarding conflicts of interest, including prohibited conflicts.

e Prohibit acts practices.

e Disclosure requirements.

e Any policies, practices, and internal controls required by the national entity.
e Standards of training, experience, and competence for credit analyst.

For invested funds managed by a professional investment advisor:

e HB 75 HCS requires the professional investment manager be regulated by a
federal regulatory agency. The individual equity securities that are managed by
the professional investment advisor shall be included within the Standard and
Poor’s 500 Index, and a single sector shall not exceed twenty-five percent of the
equity allocation.

e HB 75 HCS expands the list of eligible investments to include funds invested in
high-quality corporate bonds issued, assumed, or guaranteed by a solvent
institution, have a standard maturity of no more than ten years, and are rated in
the three highest rating categories by at least two competent credit rating
agencies.

HB 75 HCS puts a five percent limit on the money local governments may invest in any
one issuer unless the issuer is the United States government, an instrumentality thereof, a
certificate of deposit issued by any bank or savings and loan institution insured by the
Federal Deposit Insurance Corporation, or is guaranteed by the United States
government.

HB 75 HCS adds an additional limitation that the amount of money invested in shares of
mutual funds and exchange traded funds; individual equity securities; or individual high-
quality corporate bonds at any one time by a local government shall not, aggregately,
exceed forty percent of the total money invested.

HB 75 HCS has no direct fiscal impact on local governments. It is intended to
promote sound investment strategy and policy.

This proposal promotes diversification within the entire investment portfolio of a local
government. Any impact is subject to the continued investment decisions of the local
government.

Part 111: Differences to Local Government Mandate Statement from Prior Versions

The Local Government Mandate to HB 75 HCS changes the LM to HB 75 as introduced
by:
e Removing the requirement that individual equities within mutual funds, closed-
end funds, and exchange-traded funds managed by a professional investment
advisor can comprise no more than seven percent of the total portfolio.
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¢ Changes the maturity date for high-quality corporate bonds from no more than
five years to no more than ten years.

e Changes the requirement that corporate bonds be rated in the two highest rating
categories by at least one competent rating agency to be rated in the three highest
rating categories by at least two competent credit rating agencies.

e Expands the exemptions to the requirement that no more than five percent of the
total amount of money invested by a local government.

e Adds the requirement that the amount of money invested at any one time by a
local government in government issued securities, mutual funds, or exchange
traded funded funds, individual equity securities or corporate bonds shall not
aggregately exceed forty percent of the total money invested.
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